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What Do We Know about the 
Russian Economy? 


* 


Mr. Harris: The Russian economic octopus interests all Americans. Why? 
Is it because we fear that the Russian economic system may become a model 
for ours? Or, is it because we fear that by 1960, as Stalin predicts, Russian out- 
put may approach ours and thus make Russia a serious military threat? 

To understand Russia, we must know how her economy works. We know 
that our economic system is a relatively free system, which responds to demand 
as it is expressed in a willingness to pay a price for goods, labor, and capital. 

Why does Russia favor government ownership of the means of production? 
What are the Russian objectives? 

Marschak, you have spent many years studying the Russian economic 
system. Tell us something about it. 


Mr. MarscHak: The Russian economy is run by state officials; it is a state 
“monopoly. Our system is also not a free competitive system, since it contains 
_many monopolies—private monopolies. Quite a large proportion of our mar- 

kets, however, is determined by consumers in freely bidding for commodities, 

increasing prices where commodities are urgently needed, and thus giving 
signals to the entrepreneurs that more need be produced and more workers. 
»must be put into those productions which are important for the community. 
} In Russia prices and outputs are fixed by a plan prescribed by the government, 
| and every single manager is a state official, both in industry and in agriculture. 
This i is, of course, an extremely important difference. 


Mr. Harris: Why is there state ownership in Russia? 


Mr. Baran: It is an old contention of the Marxian theory, which is the 
officially accepted theory of the Communist party in Russia, that state owner- 
ship, or ownership of the means of production by the community, is a better 
principle than private ownership of means of production, as in the capitalist 
society. They believe that by having a total plan, a planned allocation of re- 
sources, they can eliminate business depressions, create continuous and full 
employment, and raise the standard of living of their own population on a 
more equalitarian basis than it is done in a capitalist economy. Moreover, as is 
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the case of Russia, they may organize expenditure of funds in such a way as to. 
protect the country against possible foreign aggression. 


Mr. Marscuak: In connection with unemployment, is it true that it was: 
necessary for the Russians to introduce 100 per cent detailed planning in order: 
to abolish unemployment? We abolished unemployment during the war, 
when the government stepped in with an enormous demand, just as the Rus-. 
sian government stepped in with demand. We have also learned in recent years) 
that proper tax policy—reduction of taxes or increase of taxes—and proper 
monetary policies do affect the level of employment. That is something quite: 
different from 100 per cent planning and interference in the affairs of every} 
manager. I do not see, therefore, why it was necessary for the Russians to 
introduce this complicated plan and cumbersome machinery and to give so 
much responsibility to frail human beings when it could be done in a much 
simpler way, as we are doing it. 


Mr. Baran: Somebody who is in favor of planning may argue that this: 
country, and capitalist societies in general, is able to introduce such full em-: 
ployment policy only in times of supreme emergency—in times of war—and! 
that under normal conditions, when private pressures and private interest 
groups are dominating the community, there are many obstacles to a progres- 
sive, proper tax policy, to properly organized spending on the part of the 
government—to a policy, in other words, which might, in the interests of the 
community as a whole, offend certain influential private interests. 


Mr. MarscHax: If you want a fair comparison, and if you assume that oun 
congressmen or our administration do not understand how to abolish unem-. 
ployment, you must also assume that the Russians are extremely wise and ex- 
tremely honest and inhumanly virtuous. Otherwise it is difficult to believe that. 
they can manage such an enormously complicated machinery as their plan. : 

Mr. Harris: I gather, then, Marschak, that you do not have quite so much| 
faith in planning and are more inclined to depend upon monetary and other’ 
policies for getting useful employment. 

The great problem in Russia, as in every economy, is to get a high level of 
output and a high level of productivity—that is, a high level of man-hour out- 
put. From that viewpoint it is important to look into the problem of the all- 
important factory manager who more or less runs each enterprise. What is the 
position of the Russian factory manager as compared to the American fac- 
tory manager? 


Mr. Marscuax: Their responsibilities are somewhat similar. The Russian 
factory manager hires and fires his workers and tries to make a big profit for 
his plant. To be sure, he makes profits not for stockholders but for the govern- 
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ment. On the other hand, however, the prices are fixed by his bosses, and he is: 
responsible to the various ministries in Moscow. What he wants is to be praised: 
and not blamed, rewarded by honors, by better jobs. He is afraid of punish- 
ment. These are the main incentives of the Russian manager. Since his output! 
is fixed by the plan, and since prices and wages are fixed, there is not much for} 
him to do. 


Mr. Harris: Does he occasionally get a vacation or an automobile? 


Mr. Marscnak: Yes. He belongs, really, to the upper crust in Russia. He: 
has enough money to keep servants. Occasionally he may have a vacation—a; 
paid vacation—and go to the Crimea. He also has his own house, which is very) 
important in Russia where there is such a housing shortage. He has an auto- 
mobile. On the other hand, he may be punished and very severely punished | 
In this country a man will go bankrupt; in Russia he may be sent to Siberia, 


Mr. Harris: I gather that in Russia there is considerable use of the incentiv 
system—a worker gets more pay if he produces more. I always thought tha 
that kind of reward, in response to how much one produces, was used only in 
capitalist systems. | 


Mr. Marscuak: I think that if you have to industrialize a country very 
quickly and increase output productivity, the piece-rate system is necessary. 
and I think that the Russians were right to introduce it. The result is that) 
equality is not achieved in Russia. On the other hand, since there are na 
luxuries available, because the country is poor, there is really probably some- 
what more equality there than here. | 


Mr. Baran: I would not say that equality was actually the goal of thet 
Russian system in its very beginning. Equality—or at least relative equality— 
was to be established at a time when the Russian society would develop intor 
something like a Communist society. In the beginning, after the Revolution, 
and in the first period of ten to twenty years (which in historical terms is 
very short period), the main purpose of the Russians was not to establis 
equality but to raise the level of output by all conceivable means. Rewards, 
incentives of all kinds—automobiles and similar things—together with possi- 
bilities of punishment (because you must not forget that it is a very backward 
population with which they have to produce highly complicated industrial 
goods ), are employed in order to sponsor and further the industrialization and 
total output as fast as possible. 


Mr. Harris: What about the inequalities? For example, is there anybody int 
Russia who gets $25,000 a year? In this country there are hundreds of thou+ 
sands of people who get $25,000 a year. 


Mr. Marscuax: What is the Russian going to do with $25,000? 
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Mr. Baran: If you have a bigger pie, you have, also, a bigger share. The pie 
in Russia is very much smaller, and therefore the highest-rewarded man 
clearly gets less than the highest-rewarded man here. The lowest-rewarded 
man in Russia may also get less than the lowest-rewarded man here. But 
inequality as a whole, however you would like to measure it, is most likely a 
great deal smaller in Russia than it is here. 


Mr. Harris: Is it not true that in Russia the great physicist gets a higher 
income than the movie actress? 


Mr. Baran: I would say that writers, scientists, actors, and such people are 
the ones who are highest rewarded next to engineers. At the same time, how- 
ever, it is worth pointing out that few of those persons keep their rewards. 
Most of the rewards are used for donations of all kinds, and those donations 
are always listed in the press as signs of patriotic sentiment on the part of 
the receivers. 


Mr. Marscuax: Actually, monetary rewards are not the mainspring of 
action in Russia. It is really a desire for honor and a fear of punishment rather 
than for profits and losses and high salaries; high salaries are only tokens. As a 
matter of fact, though, they are only tokens here, too. If a man gets a high 
salary, it shows that he is a smart person, and his wife likes him. The sense of 
power and standing is more important than monetary rewards. 


Mr. Harais: Is it because there is a scarcity of a particular kind of labor that 
a man gets high pay or is it because he produces more units of a par- 
ticular product? 


Mr. Marscuak: I think that it is both. There is a scarcity of talent, and the 
Russians try to encourage talent where they need it. There is a shortage of it, 
and they have to pay more for it. 


Mr. Harris: Up to now we have talked about factory managers and about 
pay. The really great problem is how the over-all picture looks. How about the 
fourth Five-Year Plan concerning which we hear so much? 


Mr. Baran: You may all know that the third Five-Year Plan was the one 
which was interrupted by the war. The fourth Five-Year Plan, which was 
started in 1946, is the plan of postwar reconstruction and further economic 
development. Presently the Russians are speaking about fulfilling this fourth 
Five-Year Plan in four years, because in the first two years the fulfilment was 
complete, or even a little above what was planned. Russia’s total output at the 
present time, agriculture and industry, is about on the prewar level. This is 
clearly not a very high level, but it still is an amazing performance in view of 
the great destruction which took place in Russia during the war. 
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Mr. Harris: How about all the satellite countries in the new area which has 
been taken over by the Russians? Do they not have something to do with it? 


| 
| 


Mr. Baran: I would not say that any of the areas were actually “taken | 
over” by Russia. Those countries which are frequently quoted as satellite coun-_ 


tries actually have little to do with Russia economically. 


Mr. Marscuak: Would it not be smart for the Russians to integrate them | 


into their empire and in this way be able to relieve the pressure on their own 
economic system, so that while industrializing they would industrialize a 
little more slowly and take advantage of the highly skilled labor and good 
industrial resources in eastern Germany or in Czechoslovakia? I think that 
this would be smart on their part unless, for strategic reasons, they are afraid 
that those regions are too near their western boundary. 


Mr. Baran: I agree that there would be much to be said for an integration 
of the Russian economy with the economy of neighboring countries. But I de 
not think that the Russians pursue, with respect to those countries, a colonial 
policy of empire-building. I think that what is presently being done is to 
sponsor a policy in which countries like Yugoslavia, Poland, Czechoslovakia, 
and so forth, are integrating their economies among themselves, in a plan of a 
southeastern European economic bloc, which should be industrializing and 


raising the standard of living of its population, which was distressingly low — 


before the war. In fact, Russia has, so far, been aiding those countries. For 
instance, the treaty with Poland provides for Russia granting to Poland four 
hundred and fiity million dollars’ worth of credit to purchase heavy equip- 
ment—a credit, incidentally, which many Poles regard would be just about as 
much as they would receive under the Marshall Plan if they were to participate 
in it. 

Mr. Harris: What would you say the average income is in Russia today? 
What was the whole output of the nation in 1947, expressed in dollars? 


Mr. Baran: It is very difficult to say. That is exactly one of the points of the 
Russian economy about which we do not know too much. But I would say 
that, on the whole, the Russian income today is about one hundred and fifty 
or one hundred and sixty dollars per head of the population, or, in comparison 
to the United States, something like one-seventh of the American income. I 
mean income used for consumer goods—that part of output which is not 
invested for building of plant and machinery but which is made available to 
the population for purchase of goods and services. 


Mr. Marscuak: In other words, they receive perhaps one-fifth per head of 
what Americans receive. Out of this one-fifth, however, they spend about 30 
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per cent on military goods and on plant and equipment, while in this country 
we spend perhaps only 10 per cent. 


Mr. Baran: I would suggest here, to stress the point, that expenditure on 
military purposes has rather strongly declined, not only in comparison with 
che wartime, but even in comparison with prewar. Thus the bulk of what 
the population receives is being spent now on reconstruction and on further 
economic development. 


Mr. Harris: We can conclude, then, that the Russian income is substan- 
cially lower than the American income, both in total output of goods and in 
output of goods per capita. We also agree that the average Russian gets a much 
smaller part of total output for consumption purposes than the average Amer- 
ican. This has been true for a long time. 

_ When we look at the American economy, we find that a large part of the 
sotal output of goods goes for distribution, transportation, services, advertising, 
and so forth. I would think that in a planned economy, where there are great 
scarcities and where there is a scarcity of labor, there would be very little spent 
on distribution, and most of the energies of the nation would go into the 
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production of goods which the people need badly, such as bread, shoes, shirts 
and so forth. 


Mr. Marscuak: I do not think that it really makes much differen 
whether one has government planning or private organization of distributior 
In both cases men are needed for transportation and for bringing the produc 
from the factory to the wholesaler and from the wholesaler into the retail store 
Per unit of output the number of men used in Russia for these purposes is, 
think, about the same as in this country. Perhaps they are less efficient becauss 
they are less streamlined—they do not have our accounting machines—but, o? 
the whole, there is not much difference. There is less advertising becauss 
there is nothing to advertise. There is a seller’s market in Russia. I do nq 
think that this is really a very important source of savings for the Russians 


Mr. Baran: Would you not grant, Marschak, that the criterion of ma 
power in distribution is not entirely adequate, because the men who are ef 
gaged in advertising and distribution in this country make considerab)| 
profits, which means that a great part of total product is allocated in rewardin 
distributive services, which are rewarded in Russia a great deal less. 


Mr. Marscuak: I do not know that they are rewarded by high salarie 
here. They are rewarded in the form of salaries or in the form of dividends. 


does not really make any difference. 


Mr. Baran: In the distribution of income in the United States I think tha 
it makes a considerable difference. | 

Mr. Harris: It may be true that in Russia there are not the tremendou 
advertising firms which seem to have so much influence in the United States 

Mr. Marscuax: On the other hand, in Russia there is a tremendo 
machinery to supply every single industry or industrial plant with raw mat 
rials and also to market the product. 


| 
Mr. Harris: We have all read in the newspapers about the recent monetar 


purge in Russia—a very important episode. I wonder whether this is a socialis 
phenomenon or a capitalist phenomenon. Here is a government that come 
along and destroys a large part of the total amount of money existing in th 
country. How would you and I feel if the government came along and told wi 
we had to give the government three- -quarters of all the dollar bills in ou 
pocket, or something of that sort? Baran, you wrote an article on this problen 
just recently. Tell us about it. 


Mr. Baran: In most discussions of this currency reform, it is overlookes 
that the currency reform went together with de-rationing. Rationing wa 
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abolished, and government-owned or cooperative-owned stores began selling 

_ goods rather freely at a price which was reduced considerably. In order to do 
that, the Russians had to get rid of the huge money hoards accumulated in the 
hands of the peasants, which would have emptied the stores the very day the 
stores were opened and would have provided a distribution principle of “Who 

~ fret comes gets first served,” which is neither a socialist nor a capitalist nor a 
human distribution principle. What they actually have done is to reduce the 
value of that money hoard by converting the currency and by arranging for 
current incomes to remain the same. In other words, incomes were actually 
increased in view of the price decline, while cash hoarded during the war and 
frequently accumulated through black-market dealings has been taken out of 
circulation to a considerable degree. 


Mr. Marscuak: Is not the only Communist feature of this reform (which, 
after all, is duplicated in Belgium, for example, but not to the same extent) 
that no other government but the Russian government would dare to expro- 
priate a majority of their people, namely, the peasants? The Russian govern- 
ment has a very strong police and can dare to do this. 


Mr. Baran: The French government has not done a great deal less. In fact, 
many critics of the French measures have been maintaining that if the French 
government had done a little more and had dared a little more and gotten a 
little stronger hold of the French black-marketeers, France might today be 
much less in need of aid than it is. 


Mr. Harris: It is interesting that the Russians did not give the workers 
much in the way of goods over a long period of time, but they did give them 
relatively high money incomes. Now they have taken away a good part of the 
money. What is going to happen to the incentive system in Russia under 
_ these conditions? 


Mr. Baran: They did not actually take any money from the workers. The 

_ workers were the ones who, during the war, needed monetary incentives, and 

_ those monetary incentives were not actually taken away. The monetary incen- 

tives which were taken away are the incentives of the peasants. That, however, 

is exactly the sector of the economy in which monetary incentives matter 
» very little. 


Mr. Harris: Perhaps we all ought to treat peasants that way, to some extent. 
Let us now go on to the foreign policy of Russia. We have said something 
about that already. Only one point is necessary. Russia is a country which 
depends largely upon its own resources—perhaps about | per cent of her total 
output goes into foreign trade. That means high costs, because one does not 
buy from abroad where one can get goods cheaply in exchange for one’s goods. 
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Is this not an unfortunate situation for a country which tries to raise the 
standard of living of the masses? 


Mr. Marscuak: It depends on how self-sufficient Russia can be. There was | 
a reason for Russia to try to be self-sufficient. The Russians were suspicious of 
other countries and wanted to develop their industrial and military potential | 
and to protect their infant industries. Also, the Russians may now really try to. 
enlarge their sphere of self-sufficiency by taking advantage, as I mentioned | 
already, of the highly industrialized regions of Czechoslovakia and eastern | 
Germany. At present, it is true, they import only about one billion dollars’ | 
worth, which is about 2 per cent of their internal product. 


Mr. Harais: Is that not half a billion? 


Mr. Marscuax: No. I think that it is almost one billion dollars, of which | 
25 per cent comes from those eastern countries, its exchange being with those | 
eastern countries. Of course, this exchange is still very small and the time has 
been short. We cannot tell yet whether what I say is justified. We do not know 
what the Russians plan to do, 


j 
i 


Mr. Baran: I am not sure that the Russians could do a great deal better by | 
concentrating on certain export industries and getting goods in exchange, 
because I do not think that there is any particular industry in which their 
advantage is so large that it would be worth sacrificing self-sufficiency. 


Mr. Harris: I know I would like to have a lot of that Russian caviar that | 


one does not see around any more. 


Mr. Baran: Which we could not afford now in view of the food prices | 
anyhow. 


Mr. Harris: How well does the Russian economy prove its efficiency in the | 
field of human welfare? | 


Mr. Marscuax: What do you mean by “human welfare”? If you mean. 
economic welfare—material goods—we have already discussed it. We have. 
compared the American standard of living with the Russian standard of living | 
and have said that it is about five to one. Welfare or happiness is not, how-. 
ever, quite the same thing as the supply of material goods. There is, for 
example, such a thing as freedom. The Russians are provided with their food, 
and so on. But they have to fear, perhaps, the “cop” on every corner, or the. 
“cop” within their family, or the janitor of their house. If you are a govern- | 
ment employee, and every Russian is the employee of his government, you 
have to be agreeable to the government. 


Mr. Harris: Is that the reason why there is no unemployment—because 
there are so many “cops”? 


——— ~ - 1 ES 
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Mr. Marscwak: At any rate, the Ministry of the Interior is a large one and 
has a large budget, so there must be a lot of “cops” among the civilians. 


Mr. Baran: I think that Marschak overstates the “cop” population of 
Russia, but that is because statistics are not available. The Ministry of the 
Interior is not actually a “cop” ministry. It is a ministry which takes care of 

customs guards and a number of other functions which, in this country, are 
fulfilled by private agencies or by the military establishments. 


Mr. Marscuax: They also take care of the forced labor camps. The Minis- 
try of the Interior, or the former GPU, made enormous constructions— 
forestry work and canals—with the help of slave labor. We do not know 
exactly how many people are there, but if there are even one or two million 
instead of ten or fifteen, as some people think, it is still quite an unpleasant 
thing for those who are in those camps. 


Mr. Baran: There is no doubt that to be in a concentration camp or in a 
slave labor camp is unpleasant. The trouble is, though, that the people who 
have been writing so much about those camps have been writing their books 
on the basis of gossip. If you repeat the same story ten times, you clearly get 
ten camps. That is a statistical procedure which we are, on the whole, 
accustomed to reject. 


Mr. Marscuak: It would be very easy for the Russian government to tell 
the truth and to show people the camps. Then we would be able to find out 
whether their assertions are true or not. 


Mr. Harris: How about the farmer? There really is not much freedom for 
jthe farmer, is there? 


| Mr. Marscuak: Only in this sense: the head of every collective farm usual- 
lly is appointed from above—is controlled by the Communist party—and the 
tractor station, which provides the farmers with motorized equipment, is also 
ja government-controlled agency. Therefore, the Russian farmers have not 
. freedom to decide about their output. 


| Mr. Baran: My understanding is that the heads of the collective farms and 
ithe chairmen of the village soviets are elected by the people. The question is, 
ithen, to what extent does the fact that they are appointed or not appointed 
‘io . 


impair their existence there, because the working plan of the collective farm 
is worked out by the people at large? 


| Mr. Harris: In any case the farmers get good treatment here, we are glad to 
hay, and they do not seem to get terribly good treatment in Europe—at least 
in Russia. 

| What is the possibility of the Russian economy collapsing? 

|! 


Mr. Marscuak: I do not see why it should collapse. The Russians will have 
the same difficulties as they had before, because they were preparing for war 
before, and they are still suspicious of foreign countries and therefore they 
have a big military budget. They place primary emphasis on their industry, 
so the people have quite a difficult time. On the other hand, the government 
has accumulated quite a little experience and skill, so probably their per- 
formance will be better than it used to be. 


Mr. Baran: It should all depend, I imagine, on the international situation 
—whether they can live in peace or not—because if they can live in peace their 
standard of living.... 


Mr. Harris: How strong is Russia today, would you say? 


Mr. Baran: I would say that Russia came out of the war very much strong- 
er and has all the chances of improving her standard of living and the welfare 
of the population if she did not have to devote so much resources to de- 
fense industries. 


Mr. Harris: Russia is indeed a much stronger economic power in 1948 than 
she was in 1913. Even despite her enormous losses from the war, Russia’s out- 
put is back to the 1940 level. These gains, however, are not necessarily proof 
of the vitality of socialism. In many respects Russia has made these advances by 
the use of capitalist methods; for example, by the great reliance upon incen- 
tives, by a disregard of the egalitarian principle, and—let us not forget—by 
the use of capitalist technology. 
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